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This is not a petroleum refinery nor a fertilizer plant. The towers
are evaporators at a tomato paste processing plant owned by
Tri/Valley Growers (Volta, Calif.). Farmers have moved increasing-
ly into processing to preserve raw product markets and diversify
income opportunities by extending ownership to one or more of the
stages in the system bringing food from the farm to consumers.




Fruit and Vegetable
Cooperatives

Farmer cooperatives play a significant role in marketing
fruits and vegetables grown in the United States. In 1988, coop-
eratives held a market share of more than 20 percent of all fruit and
vegetable sales, a continuation of a steady rise in market share from
slightly more than 16 percent in 1985. For specific commodities,
cooperative market share may be much higher, with many coop-
eratives being the market leader. For example, most fresh citrus,
raisins, and cranberries are marketed by cooperatives.

The term “fruits and vegetables’ actualy represents a a
number of unique industries defined by different commodities and
product forms. While some cooperatives market a wide range of
fruits and vegetables, most market a specific set of commodities,
with many of the better known cooperatives identified with a single
commodity. Ocean Spray is synonymous with cranberries,
National Grape and its Welch's brand with grape products, and
Sunkist with oranges.

Cooperatives can also be grouped as being either “fruit” or
“vegetable.” Few cooperatives market both. Almost all vegetables
are annual crops, and most fruits are perennials with up to 5-year
lags in production. While a farmer can rotate from year to year
among a variety of vegetables, fruit production is generally limited
to a specific piece of land for long periods of time, meaning fruit
production is not compatible with vegetables in terms of cultural



practices. Also, regions and parcels of land best suited for the pro-
duction of fruit may not be the best location for the production of
vegetables. Therefore, most farmers, particularly the larger ones,
tend to produce either fruits or vegetables, and the cooperatives
they organize tend to market one or the other.

The size and scope of the marketing operations of fruit and
vegetable cooperatives are as varied as the types of commodities
they handle. Some own few assets, and simply act as a bargaining
agent for a group of grower-members in negotiating a price with
buyers. Others own and operate large processing facilities to pre-
pare finished products for grocers shelves, and are large enough
to be ranked among the Fortune 500. In between are cooperatives
performing varied levels of marketing functions to bring a fruit
or vegetable product from field to consumer. These range from
simple sorting and assembly of a product for the next stage in the
marketing channel, to the complex array of handling, processing,
and distribution functions involved in marketing a branded con-
sumer product.

While cooperatives perform a variety of market functions,
they are no different from what must performed by any other busi-
ness. Cooperatives are not unique in the functions they perform,
but in the manner and philosophy in which they are performed.

A cooperative is a business organization owned and con-
trolled by the grower-members who use it. The purpose of the
business is to improve members’ economic well-being by market-
ing products, obtaining supplies, and/or providing services that
individual growers could not obtain on their own. Cooperatives
are unique in that, unlike individual proprietorships, partnerships,
and investor-owned corporations that operate for the benefit of
their owners as investors, cooperatives operate for the mutual ben-
efit of their owner-members as users of its services. This is the
user-owner principle, one of three principles that distinguish coop-
eratives from other businesses. The second is the user-control prin-
ciple in which the cooperative is controlled by those who use it.
The third is the user-benefits principle in which the benefits gen-
erated by the cooperative are distributed to users on the basis of
their use.

Forming a cooperative represents an agreement among a
group of farmers to act collectively in marketing their products or
providing some other needed service. This requires relinquishing
some control over their products to a central organization. The



benefits of collectively marketing their products versus each doing
so individually are that they: (1) fulfill the need for, or replacement
of, a marketing service not available, (2) improve growers bar-
gaining position with buyersin that a greater portion of production
is controlled by a single seller, (3) facilitate economies of scalein
handling and processing grower-member products, (4) provide for
better servicing large buyers by pooling smaller quantities of prod-
uct into larger lots for more economical sourcing and shipment,
and (5) reduce price risk for the individual grower by spreading
that risk over a larger number of units.

Some incentives to form a cooperative are also unique to
fruit and vegetable production. First and foremost is the perisha-
bility of most fruit and vegetable crops, limiting both by time and
distance the market options available to individual growers. Once
acrop is harvested, growers must bring the crop to market imme-
diately, and buyers may be tempted to take advantage of the sit-
uation by adopting a“take it or leave it” stance in offering a price.
Cooperative action on the part of growersisaway to discipline the
market and reduce the incidence of unfair trading practices, par-
ticularly in fruits and vegetables. As buyers take advantage of their
superior bargaining position, many growers feel compelled to form
cooperatives to provide their own market outlets. Growers formed
the first fruit and vegetable cooperatives in the latter half of the
19th century, citing the need to improve their bargaining position
as one of the main reasons for forming those cooperatives.

Fruit growers may have the incentive to form a cooperative
due to the perennial nature of fruit production. Fruit growers must
make a long-term investment in orchards that may not reach matu-
rity for 5 years or more. In this case, growers need greater assur-
ances of long-term market outlets than annual vegetable growers
who can rotate out of production more easily. Fruit growers have
frequently found cooperatives their best means of obtaining mar-
keting services necessary for ensuring returns on the long-term
investments associated with fruit production. Also, the production
of many fruits is prone to periodic gluts because with perennial
production, reaction to supply comes much more slowly than with
an annual vegetable. Fruit growers have formed cooperatives
expressly for creating alternative uses for excess supply, such as
processing operations.



In this California scene around the turn of the century, Limoneira
Ranch hands load wooden crates of citrus bound for eastern markets
such as the New York auction market below.
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Cooperative Business Profile

Sales of Fruits and Vegetables

Fruits and vegetables, after dairy and grain, are the third
largest commodity area for cooperatives in terms of net sales. In
1988, cooperatives had a net business volume for fruits and veg-
etables of $6.6 billion, up from $6.15 billion in 1987. Cooperative
sales have risen steadily since 1960 (fig. 1). Even in terms of real
dollars (adjusted for inflation), cooperative sales of fruits and veg-
etables have performed better than the overadl rate of inflation since
1960. The nearly constant level of rea sales from year to year
means cooperatives were able to expand fruit and vegetable sales
by at least the rate of inflation.

Consumption of fruits and vegetables has risen since 1960
as consumers have become more concerned about health and nutri-
tion. Fruits and vegetables are viewed as healthful, and a portion

Figure I-Cooperative Sales of Fruit and Vegetables, Nominal
Versus Real, 1960-87
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of cooperative sales performance can be attributed to this. While
cooperatives are present in the marketing of almost all fruit and
vegetable products, they are among the industry leaders for some.
Fresh citrus, fruit juices, raisins, and prunes are just a few of the
product areas cooperatives are not only prominent in, but also in
which they played an active role in stimulating and maintaining
demand. So while cooperatives have benefited from the increase
in demand for many fruit and vegetable products, they can also be
pointed to as having an active role in expanding demand for some
products.

Fruit and Vegetable Cooperatives

Cooperatives are classified by their dominant form of busi-
ness or commodity handled. For a fruit and vegetable cooperative
to be identified as such, at least 50 percent of its business volume
must come from marketing fruits and vegetables. While there are
other types of cooperatives marketing fruits and vegetables, they
are relatively few in number.

In 1988, there were 306 cooperatives classified as fruit and
vegetable, down from 312 in 1987. From 1915-year of the first
national survey of farmers cooperatives-to 1930, the number of
fruit and vegetable cooperatives rose steadily. Since 1930, there
has been a steady decline in the number of fruit and vegetable
cooperatives (fig. 2.1). Compared with all marketing cooperatives,
the change in fruit and vegetable numbers has followed fairly
closely the change in the number of other cooperatives, although
since 1960 the number of fruit and vegetable cooperatives has
declined at a somewhat faster rate (fig. 2.2). The number of fruit
and vegetable cooperatives declined by more than 55 percent from
1960 to 1988, while all other marketing cooperatives declined by
a little more than 40 percent for the same period. However, coop-
erative sales of fruits and vegetables increased by more than 550
percent while all other marketing cooperative sales increased 343
percent. The food industry in general is moving toward fewer and
larger organizations. Cooperatives are moving in the same direc-
tion, particularly for those in food manufacturing. Fruit and veg-
etable cooperatives are among the more active in manufacturing
and branded products. One reason is that while their numbers have
declined faster than their counterparts in other commodity areas



Figure 2.1-Number of Fruit and Vegetable Cooperatives, 191588
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their sales have increased at a higher rate.

As the number of cooperatives declined, many organiza-
tions became larger through merger or outright acquisition of other
cooperatives. Since 1960, total cooperative sales of fruits and veg-
etables have increased and the number of cooperatives decreased,
with the percentage increase in sales being more than 3 times the
decrease in fruit and vegetable cooperatives (fig. 3). The net result
was the average annual sales volume per cooperative increasing
steadily from more than $1 million in 1960 to more than $21 mil-
lion in 1988. Although sales per cooperative was expected to
increase as overall fruit and vegetable sales increased, a portion
of the increase is the result of one or more cooperatives merging.

Though the average sales stood at more than $21 million
in 1988, more than three-quarters of the cooperatives marketing
fruits and vegetables had sales below the average (fig. 4). The dis-
persion of sales among cooperatives reflects the diversity of func-
tions performed and products marketed by cooperatives. In terms

Figure 3-Cumulative Percent Change in Number of Fruit and
Vegetable Cooperatives and Cooperative Sales, 1960-87
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Figure 4-Number of Fruit and Vegetable Cooperatives Per
Sales Classification, 1987
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of absolute numbers, most cooperatives perform only a few func-
tions as in small scale assembly and packing operations. As coop-
eratives integrate further into the food system, they tend to achieve
ahigher level of sales, particularly if they market branded products
or add value by processing. Ten cooperatives had more than 60
percent of the 1987 cooperative share of fruit and vegetable sales.
Most are large organizations with established national brands or
food manufacturing operations.

Membership

A fruit and vegetable cooperative member is a grower who
joins the organization to market their production. Growers are the
owners and sole stockholders of the cooperative. In addition to the
price received for each unit of raw product delivered, the grower
also shares in the net profits or losses of the cooperative. Instead



of acquiring shares of stock by direct purchase as in an invester-
owned firm with dividends paid per unit purchased, “dividends,”
or net returns, to members of a cooperative are typicaly on a per-
unit basis of volume delivered.

Unlike stockholders of an invester-owned firm who vote
on the basis of number of shares held, cooperative voting is typ-
ically on the basis of one vote per member regardless of volume
delivered. In some cases, votes may be based on volume of busi-
ness, although there are limits to the number of votes a member
can acquire. This ensures equity because no one member or group
of members has a disproportionate vote in cooperative matters.

In 1987, membership in fruit and vegetable cooperatives
stood at 64,093, up from 61,990 in 1985. The slight increase is a
modest reversal of a steady drop in membership since a high of
218,000 in 1930, aso the peak year for the number of fruit and veg-
etable cooperatives. Since cooperative membership is composed
of individual farmers, as total farmer numbers declined since the
1930'’s. the pool of potential members steadily shrank. From 1930
to 1987, the number of farms in the United States fell about 65 per-
cent, and fruit and vegetable cooperative membership fell by just
under 70 percent, so membership has followed consistently the
change in total farm numbers.

Although the number of farms has declined steadily since
the 1930’s, average farm size has increased over the same period.
Diversity of production has led some fruit and vegetable farmers
to be members of more than one cooperative, particularly on the
west coast where awide variety of fruits and vegetables are grown
in significant quantities. A California producer may be a member
of a bargaining cooperative for peaches and a processing cooper-
ative for pears. A grower may also be a member of separate coop-
eratives performing different functions for the same commodity.
In Washington, many apple growers are a member of alarge juice
processing cooperative for their culled or low-grade apples and
another cooperative to sell their higher quality apples to the fresh
market.

Because many growers belong to more than one coopera-
tive, and fruit and vegetable cooperative membership has declined
at a slower rate (70 percent) than number of cooperatives (80 per-
cent), the net effect has been a steady rise in average membership
per fruit and vegetable cooperative (fig. 5).
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Regional Profile

Fruit and vegetable cooperatives operate in almost every
State, and are similar in many ways in terms of operating proce-
dures and goals. However, production, geographical, and historical
differences result in differences in activities and size from region
to region.

Location of Cooperatives

As noted, there has been a steady decline in the number of
fruit and vegetable cooperatives. The reduction in cooperative
numbers has been spread evenly across regions, with only
Appalachia and Hawaii experiencing a net gain and constant num-
bers, respectively, from 1979 to 1987 (fig. 6).

While adeclinein fruit and vegetable cooperative numbers
has occurred in amost every region, there are differences in the

Figure 5—Membership Per Fruit and Vegetable Cooperative,
1915-87

Members per cooperative
250

200

150

100

50

1915 1930 1950 1987

11



Figure 6-Number of Fruit and Vegetable Cooperatives
by Region, 1979 and 1987
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concentration of cooperatives across regions. The Pacific region
(Cdifornia, Oregon, and Washington) is by far the dominant region
with more than 44 percent of all fruit and vegetable cooperatives
in 1987. As the leading production area of fruits and vegetables,
both in terms of volume and variety of crops, it would be expected
that this region would have the highest level of cooperative activ-
ity. The Southeast (Alabama, Florida, Georgia, and South
Caroling) is the second leading region with more than 14 percent
of the cooperatives and a leading fruit and vegetable production
area. Together, the Pacific region and the Southeast account for
amost 60 percent of the fruit and vegetable cooperatives.

Pacific- With California, by far the Nation’s leading pro-
ducer of fruits and vegetables, and Washington and Oregon, the
leading tree fruit States, the Pacific region has the largest single
concentration of fruit and vegetable growers in the country.
Cooperatives handle almost every type of fruit and vegetable
grown in the region, including citrus, peaches, pears, avocados,
apricots, grapes, raisins, tomatoes, lettuce, broccoli, cauliflower,
and peppers. Some of the larger fruit and vegetable cooperatives
are there, such as Sunkist Growers, Inc., Van Nuys, CA, for citrus,
Tri/Valley Growers, San Francisco, CA, for canned fruits and veg-
etables; and Tree Top, Inc., Selah, WA, for fruit juice.

Southeast- The major commodity in the Southeast in terms
of volume is Florida citrus, and Floridais the Nation’s leading pro-
ducer of citrus and citrus juice products. Thirty-seven of the 44
cooperatives in the Southeast are in Florida, and about two-thirds
of Florida cooperatives market citrus. Among the largest are
Seald-Sweet Growers Inc., Vero Beach, FL, the largest marketer
of fresh Florida citrus, and Citrus World, Inc., Lake Wales, FL, the
largest cooperative processor of Florida orange juice. Cooperatives
are active in marketing most vegetables produced in Florida,
including tomatoes, sweet corn, and celery. Other Southeast States
have cooperative activity on a smaller scale. South Carolina coop-
eratives market fresh peaches and apples, and Georgia cooperatives
market blueberries, tree fruits, and vegetables.

Northeast- Some of the earliest cooperative activity in the
country occurred in the Northeast with the formation of fruit and
vegetable auction market cooperatives to service growing popu-
lation centers. Today, the Northeast is home to some of the larger
processor cooperatives, such as Ocean Spray Cranberries, Inc.,
Lakeville, MA; National Grape Cooperative Association, Inc.,
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Westfield, NY, with its Welch’'s brand; and Knouse Foods
Cooperative, Inc., Peach Glen, PA, which produces a variety of
fruit products. Cooperatives in the Northeast market Maine pota-
toes, New York grapes, Massachusetts cranberries, New Jersey
vegetables, and apples and pears from New York and Pennsylvania

Appalachia- The only region to show a net gain in the num-
ber of cooperatives since 1979, likely the result of efforts to
improve the economic conditions in rural areas, was Appalachia
(Virginia, West Virginia, North Carolina, Kentucky, Tennessee).
Most of the farming operations in this region are fairly small. In
many ways, they resemble the situation earlier in the century when
the number of cooperatives was increasing: many small farmers
and few market alternatives. Fruit and vegetable production has
increased fairly recently as farmers diversified out of tobacco.
With few market alternatives in place for their products, farmers
formed cooperatives, which are now fairly common in Appalachia.
Although each cooperative is a relatively small-volume marketer
of vegetables, collectively they have the potential to be a major
supplier of fresh vegetables to much of the eastern United States.
Cooperatives market apples from North Carolina and Virginia, and
vegetables such as tomatoes, peppers, cucumbers, broccoli, and
cabbage from Virginia, North Carolina, Kentucky, and Tennessee.

Mountain- In general, most States in the Mountain region
produce only a few varieties of fruits and vegetables concentrated
in a few specific areas. Mgor commodities marketed by cooper-
atives in this region are Idaho and Colorado potatoes, Colorado
onions and tree fruits, and Arizona citrus. Potato Growers of
Idaho, Inc., Blackfoot, and Colorado Potato Growers Exchange,
Denver, are among the Nation’ s leading marketers of potatoes, and
Arizona citrus cooperatives are members of Sunkist Growers, Inc.,
the leading marketer of fresh citrus. Montana, Utah, and New
Mexico have five cooperatives among them, marketing cherries,
canned fruits and vegetables, and fresh produce.

Lake States- Much of the Lake States' cooperative activity
is centered in Michigan with 16 of the region’s 19 cooperatives
there. Michigan is a maor producer of apples, peaches, pears,
plums, grapes, blueberries, and is the Nation’'s leading producer
of tart cherries. Cooperatives are active in marketing most
Michigan fruit products, and include Cherry Central Cooperative,
Inc. of Traverse City, the Nation’s largest processor of canned and
frozen tart cherries, and Michigan Blueberry Growers Association

14



of Grand Junction, a leading blueberry marketer. In vegetables,
Michigan Celery Promotion Cooperative of Hudsonville, Michigan
Onion Producers of Grant, Chief Wabisis Potato Growers Co-op
Association of McBrides, and Great Lakes Mushroom Cooperative
of Warren are among the leading vegetable marketing cooperatives.
In Minnesota and Wisconsin, most cooperative activity is in pota-
toes and vegetables.

Midwest- Farming in the Midwest region has traditionally
been dominated by feed grains, dairy, and livestock. However,
midwestem farmers are looking at alternatives to traditional crops,
and vegetables are being considered as a way to diversify. If veg-
etable production does increase significantly in the Midwest, mar-
ket outlets will be needed, and cooperatives would be one viable
method. States with significant fruit and vegetable production are
Ohio and Illinois. Ohio cooperatives are active in marketing toma-
toes, pickles, potatoes, and some tree fruits, and Illinois cooper-
atively markets onions, tree fruits, and mixed vegetables. North
Dakota has a major cooperative marketer of potatoes.

South- Eleven fruit and vegetable cooperatives operate in
this region. Cooperatives in Louisiana and Mississippi are small
fresh vegetable operations. In Texas, most cooperative activity is
in citrus, especialy grapefruit. In Arkansas, cooperatives market
blueberries and vegetables.

Hawaii- The number of cooperatives in Hawaii has
remained constant at eight from 1979 to 1987, reflecting entry into
and exit out of business by several cooperatives. Hawaiian coop-
eratives handle tropical commodities like pineapples, guava, and
papaya, in addition to the “traditiona” vegetables found in the con-
tinental United States, such as tomatoes, cabbage, celery, and pep-
pers. Most Hawaiian cooperative sales are in fresh form.

Regional Sales Distribution

Cooperative sales of fruits and vegetables, though spread
across almost every State, is concentrated in three regions. The
Pacific, Northeast, and Southeast regions accounted for amost 88
percent of total salesin 1987 (fig. 7). Since these regions account
for the majority, or in some cases all, the U.S. production of many
fruits and vegetables, it is not surprising that 47 of the 50 largest
cooperatives were headquartered in these three regions.

Comparing the change from 1979 to 1987, the trend has

15



Florida citrus growers have made massive investments in facilities
that process single strength juices, concentrates, sections, salads,
dried pulp for cattle feed and by-products from oranges, grapefruit,
and tangerines. This Citrus World plant is at Lake Wales, Fla.




been towards increasing concentration of sales in the Pacific and
Northeast regions, with the Southeast declining and the other
regions either declining slightly or remaining constant. The Pacific
region, and California in particular, has experienced a steady rise
in fruit and vegetable production. Accordingly, cooperatives in the
Pacific region have experienced steady increases in sales as pro-
duction expanded.

The Northeast also experienced a significant increase in
share of cooperative sales, but for a different reason than the
Pacific. Fruit and vegetable production in the Northeast stayed
fairly constant, with some areas experiencing declines as urban
expansion reduced the amount of available farmland. However,
a number of food processing cooperatives in the region enjoyed
tremendous sales growth from 1979 to 1987. In particular, Ocean
Spray and its line of cranberry-base fruit juices, and Nationa Grape
Cooperative Association with its category-leading Welch's line of
grape products, experienced significant growth to become not only
two of the larger fruit and vegetable cooperatives, but also leading
processors of fruit and vegetable products.

In the Southeast, much of the decline in cooperative share
of sales was due to two factors. The first was the decline in both
production and product quality for many fruits and vegetabl es, par-
ticularly citrus, during years when severe freezes hit the region.
The second has been increased competition from imported con-
centrated orange juice. Since citrus is the leading commodity in
the Southeast, many cooperatives have felt the impact of that com-
petition.

Organizational Structures

When fruit and vegetable cooperatives first formed in the
late nineteenth century, theinitial organizational structure wasfair-
ly basic: growers formed a local cooperative to assemble their
products for the fresh market. As the food industry became more
complex and increased in scale, fruit and vegetable cooperatives
evolved, and their organizational distinctions became less clear.
As a result, a range of organizational types exist.

In terms of organizational structure, most fruit and veg-
etable cooperatives are centralized (fig. 8). Centralized cooper-
atives comprise direct farmer membership where control and vol-
ume flow from members to the cooperative, and services and
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Figure 7—Percent of Cooperative Fruit and Vegetable Sales by
Region, 1979-1 987
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Figure 8—Cooperative Organizational Structures
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patronage refunds flow directly back to members. Centralized fruit
and vegetabl e cooperatives may extend beyond alocalized produc-
tion area to serve members in several counties, regions, or States.
New membership may be added to increase volume, serve larger
customers, and bring a greater portion of the crop into the coop-
erative. It is believed that cooperatives better contribute to an
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orderly market when the majority of any one crop going to market
is regulated by a single cooperative.

New membership may also be added to support diversifi-
cation of the product mix, as in the case of Ocean Spray, which
added citrus juices to its product line and recruited citrus producers
as direct members. Once a cooperative of only cranberry produc-
ers, as Ocean Spray diversified so did its membership.

Less common for fruits and vegetables is the second type
of organizational structure (fig. 8), a federated organization that
serves a membership composed of local or regional cooperatives.
Local cooperatives are, in turn, composed of grower-members. In
federations, service and patronage refunds flow to member coop-
eratives who then return them to their farmer-members. Control
of the federation lies mostly with member cooperatives through a
board of directors elected from grower-members. Often the fed-
eration simply acts as a selling agent for the locals, with most of
the tangible assets and ownership of the commodity remaining with
the local cooperatives.

Federations enable smaller cooperatives to join to improve
their marketing efforts and achieve a lower unit cost, better
serve the needs of large-scae buyers, and strengthen the bargaining
position of individual growers and their local cooperatives. Most
federated fruit and vegetable cooperatives are large-volume
marketers, although there are examples of federated cooperatives
on asmaller scale. Federated cooperatives may be tied by asingle
commodity, like citrus for Seald-Sweet Growers and Citrus World,
or a variety of commodities such as Sun-Diamond Growers of
Cdlifornia, Pleasanton, which serves nut, raisin, date, and prune
growers.

Some fruit and vegetabl e cooperatives use a mix of central-
ized and federated organizations (fig. 8). In a “mixed” organiza-
tion, growers are members either by joining the federated coop-
erative as a direct member or by joining a local cooperative that
in turn is amember of the federated organization. In terms of oper-
ating procedures and treatment of members, mixed organizations
are essentially no different than their centralized or federated coun-
terparts.

An example of a mixed organization is Sunkist Growers
Inc., where direct farmer-members, local cooperatives, and pack-
inghouse operations are linked. Farmers may join Sunkist directly
with membership in a local cooperative packinghouse that is also

20




a member of Sunkist, or as a direct member that uses an indepen-
dent packinghouse licensed by Sunkist. Membership is open to any
citrus grower, who may join it without also joining alocal packing
cooperative.

Although direct membership by individua growers is a trait
of the centralized structure, Sunkist is mostly a federated organi-
zation; the central Sunkist organization provides marketing and
juice processing services only. The individual affiliated packing-
house, whether it is a Sunkist member cooperative or a licensed
agency, isresponsible for its own operations and margins and |oss-
es. In a centralized-type organization, the packinghouse costs and
returns would be aggregated and shared by all grower members.

The Sunkist case is just one example of how cooperative
structures can differ. For example, in the citrus industry, in addi-
tion to the Sunkist model, there is Golden Gem Growers, Umatilla,
FL, alarge centralized cooperative, and Citrus World, Inc., alarge
federation.

Regardless of the organizational structure, the same basic
functions are performed. Given the diversity of fruits and vegeta-
bles and their product forms, no one structure may be right for all
growers and their cooperatives. As fruit and vegetable coopera
tives evolve, they learn more about themsalves and their needs, and
alter their organizational makeup.

Cooperative Marketing

Although the term “marketing” is often associated with the
act of selling aone, a marketing organization is more than a sales
staff, and typically performs an array of functions involved in
transforming raw product into a finished consumer good. Fruit and
vegetable cooperatives can be divided into two types: those phys-
ically handling and processing raw product for market and hence
called “marketing” cooperatives, and those formed solely to bar-
gain for terms of trade with first-handlers and processors of fruit
and vegetable products, called “bargaining” cooperatives.
Marketing cooperatives are by far the most common and are
thought of as “operational” cooperatives because of their direct
involvement in handling, grading, processing, canning, and freez-
ing raw fruit and vegetable products. These cooperatives usually
take title to the raw product, own and operate the handling and pro-
cessing facilities, and pool the commodities of members in the
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Sunkist Growers, Inc., Sherman Oaks, Calif., a pioneer citrus mar-
keting cooperative, began advertising campaigns in 1908 and
began moving fresh citrus overseas prior to World War 1.
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physical marketing operation.

Conversely, bargaining cooperatives, generally do not take
title of the raw product, own few physical assets in terms of plant
and equipment, and instead act as the grower-members’ sales agent
in negotiating with handlers and processors of their products.

Bargaining

Bargaining associations have long had a presence in the
fruit and vegetable industry, coming into existence whenever grow-
ers of a commodity received prices below their costs of production,
or were forced to accept other adverse terms of trade. Product per-
ishability often limited growers options to a few local handlers
or processors. By uniting in a bargaining association, growers
could enhance their bargaining power to favorably influence terms
of trade in transactions with processors. Members used the bar-
gaining association as a means to represent their collective views
and accomplish their collective goals concerning prices and terms
of trade.

The major Federal legidative acts relating to farm bargain-
ing are the Capper-Volstead Act of 1922, the Agricultural
Marketing Agreement Act of 1937, and the Agricultural Fair
Practices Act of 1967. These laws permit producers to act together
and protect themselves from certain unfair practices. None of the
Federal legidation, however, promotes and implements the adop-
tion of practices to improve the climate for bargaining. Federal
legislation lacks provisions for exclusive agency bargaining, medi-
ation, or arbitration, and the requirement for negotiators to bargain
in good faith. Without these provisions, control over supply, and
particularly the free-rider problem, can be difficult to achieve.

Many States have enacted legislation prohibiting certain
unfair trade practices and discrimination against producers who
have voluntarily joined a bargaining association. While this leg-
isation facilitates continued good-faith bargaining on the part of
processors and handlers, it did not address the free-rider and supply
problems. A “free-rider” is a producer who benefits in the mar-
ketplace from the efforts of the bargaining association but is not
a member and does not share the costs of supporting the associ-
ation. Many States have instituted legislation to help bargaining
associations dea with supply and free-rider problems.
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Bargaining History

The earlist known grower cooperative effort was in 1867
when the Fruit Growers Union was formed in Hammonton, NJ, to
deal with local over-expansion of fruit production and periods of
glutted markets. Originally acting as the members' representative
in negotiations with metropolitan produce buyers, the Union even-
tually grew into a full-fledged marketing cooperative engaged in
shipping, grading, and storing raw product.

The early 1920’ s marked the beginning of bargaining asso-
ciationsin processed products. California Canning Peach Growers,
Lafayette, CA, was organized in 1921 to represent 760 peach grow-
ers who agreed to market their crops cooperatively to canners.
Low prices, unfair grade standards, and delay in payments for fruit
were the principal reasons behind the growers decision to orga-
nize. Today, the California Canning Peach Association represents
more than 60 percent of al peach production for canning.

Attempts were made to organize fruit and vegetable pro-
ducers to bargain with handlers and processors during the 1920’'s
and 1930’s. The combination of the Depression and the relative
inexperience of producers with cooperative bargaining caused
many efforts to fail. Those associations that weathered the forma-
tive years of the 1920 s and the Depression found themselves fairly
well established in the 1950’s. The postwar period was a time of
rapid growth in food manufacturing and distribution. Since almost
al fruit and vegetable bargaining is with food processors, use of
bargaining associations rose along with the overall growth in the
processed food industry. From 1954 to 1987, the number of fruit
and vegetable bargaining associations increased from 9 to 28, rep-
resenting a variety of products, including raisins, tomatoes, peas,
pears, potatoes, and prunes.

Bargaining Practices

Fruit and vegetabl e bargaining associations represent mem-
bers in negotiations over the terms of trade. Emphasis is placed
on terms of trade rather than price only because other considera-
tions such as payment provisions, delivery point, and quality may
offset a favorable price. In their purest form, bargaining associ-
ations neither take title nor handle the product, but may require
members to sign exclusive marketing agreements designating the
association as sole sales agent. The bargaining association has an
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agreement with the processor to provide representation for produc-
er-members, who sign individual contracts with the buyer, the pro-
visions of which have been determined by negotiations between
the bargaining association and the buyer. Producers deliver their
product directly to buyers, who take title. The association may pro-
vide additional services such as verification of grades and weights.
But for the most part, these functions are subordinated to negoti-
ation activities. The fact that almost all bargaining associations
own few physical assets beyond an “office and a phone” is indica-
tive of the emphasis on negotiations.

Some bargaining associations differ in that they take title
to their members’ product. In this case, the grower has a marketing
agreement with the bargaining association only, and it is the bar-
gaining association that contracts directly with the buyer. Such an
association may operate one or more pools, divert products to ater-
nate uses, and average out returns to the members of the pool. An
example of thistype of association isthe California Canning Peach
Association. By taking title to the product and using a multiple
pool system, the association ensures growers a ready market for
al their production, despite differences in variety, quality, and
location. The association may at times arrange for custom process-
ing, not only as an outlet for surplus production but also to enhance
its bargaining position with processors during negotiations.
Although taking title can increase risk and costs for a bargaining
association, the association benefits from increased services to buy-
ers and is in a stronger position to bargain with processors.

Some bargaining associations evolve from related activities
in a particular industry. The California Tomato Growers
Association, Stockton, began as a service organization to the
Californiatomato industry. In assisting members with cultural and
farming operations, the association became a reliable source of
information on processor buying activities, keeping members
informed of prices offered by processors. The association took a
leadership role in establishing uniform grade standards, and aso
represented growers in legislative matters. In working with pro-
cessors and buyers, the association sometimes met stem opposition
from tomato canners. Each time the association was frustrated in
reaching a reasonable grower objective, particularly regarding
price, interest increased in forming a bargaining association. In
1973, the California Tomato Growers Association announced its
intention to enter price bargaining, and by 1987 came to represent
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more than 22 percent of the world’s tomato volume. As a bargain-
ing association, it has been able to initiate a number of improve-
ments in quality standards and delivery terms that have benefited
growers and processors alike.

Bargaining associations are often in a position to provide
leadership in planning and implementing market devel opment pro-
grams due to their concentration of grower efforts and ties with the
industry. While marketing cooperatives are concerned with
demand for specific products and brands, bargaining associations
are more concerned with overall demand for a commodity.
Bargaining associations are more likely to be active in market
development when they represent a significant share of the crop
produced in agiven area. The more growers actively support a pro-
motion program, the less concern there is with “free riders.”
Apricots, peaches, and pears are examples of crops with bargaining
associations actively involved in market development.

Conditions for Successful Bargaining

Although some requirements for successful bargaining are
endemic to the production and marketing of a specific fruit or veg-
etable, the following are the primary conditions associations should
strive to satisfy:

Single Commodity Representation- Fruit and vegetable bar-
gaining associations are most effective when dealing with a single
commodity. Organizations such as the Michigan Agricultural
Cooperative Marketing Association, Inc., may represent a number
of crops, but separate commodity committees bargain for each crop
independently.

Buyer Recognition- A bargaining association can be effec-
tive only if it gains the recognition of the firmswith which it seeks
to bargain. It can do this best when it demonstrates substantial
market power.

Realistic Bargaining Goals- Fruit and vegetable bargaining
associations must temper the desire for high prices with the need
to maintain market outlets. The bargaining association member
must understand the handler/processor isin a competitive situation
as well, and both parties must understand the mutual benefits of
their long-term business survival. Identifying mutual interests and
avoiding confrontations can be an important factor in helping to
gain recognition as a bargaining agent.
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Disciplined Membership- Individual producers must meet
their obligations if the bargaining process is to be successful.
Members must be disciplined, producing a product that meets
buyer specifications. Marketing agreements must clearly state the
obligations of each member, and make known the conseguences
of failing to meet those obligations. In addition, members must
be aware of the importance of meeting obligations. Member dis-
cipline and loyalty are functions of the demonstrated performance.

Control Over Supply- Coordination of fruit and vegetable
production is plagued by the problem of matching an often erratic
supply with arelatively stable demand. Although several elements
are required for successful bargaining, the most important is con-
trol over supply. Market structure characteristics that enhance con-
trol over supply are barriersto entry, lack of close substitutes, geo-
graphic concentration of production, and a relatively small number
of producers. Examples of barriers to entry are the geographic pro-
duction restrictions for cranberries and the length of time to bring
new peach trees into production. Also, perishability restricts pro-
ducer market options as well as processor buying options, limiting
supply to a smaller area. If bargaining improves the terms of trade
without barriers to entry, other producers will enter the market,
increase aggregate supply and reduce the effectiveness of bargain-
ing efforts.

Marketing

In 1988, more than 300 cooperatives were marketing vir-
tually every fruit and vegetable crop grown in the United States.
They ranged in size from small vegetable packing operations with
sales of less than $1 million per year to large food manufacturers
with sales of more than $500 million annually.

A fruit and vegetable marketing cooperative is directly
involved in the process of bringing a fruit or vegetable product
from the farm gate to the consumer. The process of moving prod-
uct from farm gate to consumer is one of “adding value,” meaning
each stage of the marketing channel increases the value of a prod-
uct by performing one or more functions to provide a product as
needed by the next stage. Value may be added through physical
transformation such as grading, freezing, and canning, or via bar-
gaining, storage, and distribution functions. From basic assembly
of raw product into larger loads for shipment, to manufacturing of
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leading consumer products, cooperatives are active in most of the
marketing functions in the fruit and vegetable industry.

Assembly Functions

Assembly, or the combining of smaller lots into larger
guantities for more economical handling and selling, can be
thought of as the basic building block of a marketing cooperative.
The definition of a marketing cooperative begins with individual
growers agreeing to assemble, or pool their products and resources,
to facilitate one or more marketing functions with the aim of
improving their collective economic position.

For some fruit and vegetable cooperatives, assembly is the
only market function. Members production is brought together
and sorted, washed, and graded into larger lots of specified grades
and varieties. When procuring perishable products like fruits and
vegetables, special emphasis is placed on obtaining a sufficient
source of supply in a timely manner. In using a cooperative's
assembly services, the buyer does not have to deal with the indi-
vidual grower, thus saving search time in sourcing raw product.
By assembling the production of many growers, the cooperative
is performing a valuable function in providing a reliable source of
raw product for the next stage in the system.

Historically, cooperative activity in the fruit and vegetable
industry began with basic assembly functions. Prior to and into
the early parts of this century, most fruit and vegetable production
was sold through terminal auction markets. There, the production
of many producers was brought together, enabling buyers access
to larger quantities of specific products in a single market. Some
of these auction markets were formed and operated as grower-
owned cooperatives. This was often in response to the relative dis-
advantage the individual producer had in bargaining with buyers.

For fruit and vegetable growers in the West especialy,
assembly was an important function in solving the problems of
marketing to the large population centers and major markets in the
East. By the late 1800’s, the west coast, particularly California,
was the primary producer of many fruits and vegetables in this
country. The prohibitive costs associated with each local cooper-
ative transporting products to the East prompted the formation of
a number of federated marketing cooperatives. Raw products were
assembled for larger, more economical shipments. Early western
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tree fruit associations such as Blue Anchor, Inc., Sacramento, CA,
and Diamond Fruit Growers, Inc., Hood River, OR, and citrus asso-
ciations like Sunkist Growers, Inc., now among the largest fruit and